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STATEMENT ON 
RESPONSIBILITIES 
IN TAX PRACTICE
AUGUST 1970
6
Knowledge of Error: 
Return Preparation
I. Introduction
This Statement considers the responsibility of a certified public 
accountant when he learns of an error in a client’s previously 
filed Federal tax return, or of the failure of a client to file a re­
quired Federal tax return. As used herein, the term “error” 
includes an omission.
For purposes of this Statement, the client will not be consid­
ered to have made an error in cases where there is reasonable 
support for the position taken by the client or there was reason­
able support at the time the return was filed.
This Statement applies whether or not the CPA prepared the 
return which contains the error.
II. Statement
A. A CPA shall advise his client promptly upon learning of 
an error in a previously filed return, or upon learning of a client’s 
failure to file a required return. His advice should include a rec­
ommendation of the measures to be taken. Such advice may be 
given orally. The CPA is neither obligated to inform the Internal 
Revenue Service nor may he do so without his client’s permission.
Issued by the Division of Federal Taxation of the 
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B. If the CPA is requested to prepare the current year's re­
turn and the client has not taken appropriate action to rectify 
an error in a prior year’s return that has resulted or may result 
in a material understatement of tax liability, the CPA should 
consider whether to proceed with the preparation of the current 
year’s return. If he does prepare such return, the CPA should 
take reasonable steps to assure himself that the error is not re­
peated. Furthermore, inconsistent double deductions, carryovers 
and similar items associated with the uncorrected prior error 
should not be allowed to reduce the tax liability for the current 
year except as specifically permitted by the Internal Revenue 
Code, Regulations, Internal Revenue Service pronouncements 
and court decisions.
C. Paragraph B is concerned only with errors that have re­
sulted or may result in a material understatement of the tax 
liability. Moreover, that paragraph does not apply where a 
method of accounting is continued under circumstances believed 
to require the permission of the Commissioner of Internal Rev­
enue to effect a change in the manner of reporting the item 
involved.
III. Explanation
A. Background
Administrative regulations of the Treasury Department pre­
scribe certain rules applicable to practice before the Internal 
Revenue Service. Section 10.21 of these regulations deals directly 
with the subject matter of this Statement and presently provides 
that:
Each attorney, certified public accountant or enrolled 
agent who, having been retained by a client with re­
spect to a matter administered by the Internal Revenue 
Service, knows that the client has not complied with 
the revenue laws of the United States or has made an 
error in or omission from any return, document, affi­
davit or other paper which the client is required by law 
to execute in connection with such matter, shall advise2
the client promptly of the fact of such noncompliance, 
error or omission.
Other sections of these rules specifically forbid such actions as 
becoming a party to the giving of false or misleading informa­
tion, participating in an attempt to evade a Federal tax, or failing 
to exercise due diligence in determining the correctness of repre­
sentations made to the Internal Revenue Service.
Section 1.451-1 (a) of the Income Tax Regulations provides 
that:
If a taxpayer ascertains that an item should have been 
included in gross income in a prior taxable year, he 
should, if within the period of limitation, file an 
amended return and pay any additional tax due. Simi­
larly, if a taxpayer ascertains that an item was improp­
erly included in gross income in a prior taxable year, he 
should, if within the period of limitation, file claim for 
credit or refund of any overpayment of tax arising 
therefrom.
Section 1.461-1 (a) (3) (i) of the Income Tax Regulations pro­
vides that:
Each year’s return should be complete in itself, and tax­
payers shall ascertain the facts necessary to make a cor­
rect return. The expenses, liabilities or loss of one year 
cannot be used to reduce the income of a subsequent 
year. A taxpayer may not take advantage in a return for 
a subsequent year of his failure to claim deductions in 
a prior taxable year in which such deductions should 
have been properly taken under his method of account­
ing. If a taxpayer ascertains that a deduction should 
have been claimed in a prior taxable year, he should, 
if within the period of limitation, file a claim for credit 
or refund of any overpayment of tax arising therefrom. 
Similarly, if a taxpayer ascertains that a deduction was 
improperly claimed in a prior taxable year, he should, 
if within the period of limitation, file an amended return 3
and pay any additional tax due. However, in a going 
business there are certain overlapping deductions. If 
these overlapping items do not materially distort in­
come, they may be included in the years in which the 
taxpayer consistently takes them into account.
Opinion No. 13 of the Division of Professional Ethics states 
that the technical standards of the Code of Professional Ethics 
and other parts of the Code and interpretive opinions which 
relate only to examinations of financial statements do not apply 
to tax practice. Thus, Rule 1.01 regarding independence is in­
applicable. Opinion No. 13 states, however, that a member or 
associate must observe in tax practice the same standards of 
truthfulness and integrity as he is required to observe in any 
other professional work, but that he may resolve doubts in favor 
of his client if there is reasonable support for his position. 
Therefore, it is appropriate for the CPA to serve as an advocate 
for his client.
B. Discussion
1. Responsibilities Upon Discovery of Error—While perform­
ing services for a client, a CPA may learn of an error in a pre­
viously filed return or may learn that the client failed to file a 
required return. Whether or not the error resulted in an over­
statement or understatement of the tax, the CPA’s responsibility 
is to advise his client of the error and of the measures to be 
taken. If the error resulted in a material understatement of the 
tax liability, the most appropriate remedial measure ordinarily 
will be the filing of an amended return. If the error resulted in 
a material overstatement of tax the most appropriate remedial 
measure ordinarily will be the filing of a claim for refund. Where 
a return was not filed, the remedy ordinarily will be the filing of 
an original return. Although his advice may be given orally, the 
CPA may prefer to advise his client in writing.
It is the client’s responsibility to decide whether to correct the 
error. The CPA is neither obligated to inform the Internal Rev­
enue Service nor may he do so without his client’s permission. 
In appropriate cases, particularly where it appears that the In­4
ternal Revenue Service might assert the charge of fraud, the 
client should be advised to consult his attorney before taking 
any action.
Where the error is discovered during an engagement which 
does not involve tax return preparation or representation of the 
client in an administrative proceeding before the Internal Rev­
enue Service, the responsibility of the CPA is to advise the client 
of the existence of the error and to recommend that the matter 
be taken up with the client’s tax adviser.
2. Course of Action if the Client Does Not Correct the Error— 
In the event that the client does not correct an error which has 
resulted or may result in a material understatement of tax, the 
CPA as a matter of sound professional practice should consider 
the implications of this refusal on his future relationships with 
the client.
Because the Federal tax system is one of self-assessment, the 
primary responsibility for a fair and accurate determination of 
tax liability rests upon the taxpayer. In continuing to serve a 
client who does not correct a material error, the CPA will want 
to satisfy himself that his doing so is compatible with his pro­
fession’s service to other taxpayers who assess themselves fairly 
and accurately.
The concept of materiality is not a simple one and generally 
it has a different connotation in tax practice than in the deter­
mination of income for financial reporting purposes. Whether 
an error is material should be left to the judgment of the indi­
vidual CPA.
3. Preparation of a Subsequent Y ea r's Return—If the CPA 
concludes that he can continue his professional relationships with 
the client and is requested to prepare a tax return for a year 
subsequent to that in which the error was committed, he should 
take all reasonable steps to assure himself that the error is not 
repeated. Furthermore, inconsistent double deductions, carry­
overs and similar items associated with the uncorrected prior 
error should not be allowed to reduce the tax liability for the 
current year except as specifically permitted by the Internal Rev­ 5
enue Code, Regulations, Internal Revenue Service pronounce­
ments and court decisions.
Although taxable income should be determined on the basis 
of separate taxable years, there are instances in which a client 
desires to compensate in the current tax return for a prior year’s 
understatement. This course of action is frequently motivated by 
the belief that the filing of an amended return will add to the 
cost and inconvenience of determining the ultimate tax liability 
over and above the tax deficiencies which might be determined. 
While there may be circumstances where this practice may be 
followed, it is not recommended.
Moreover, such a course of action raises the question of dis­
closure. It can be argued that such a return is not “true, correct 
and complete” within the meaning of the preparer’s declaration, 
since it overstates the taxpayer’s tax liability for the particular 
year. On the other hand, it can be asserted that the intent of 
the jurat is not contravened in cases of overpayment. While it 
is preferred and recommended that disclosure be made, this is 
not a requirement provided the prior error appears to have been 
made inadvertently and that the tax effects of this approach are 
substantially the same as would follow from the filing of an 
amended return.
NOTE
This Statement has been approved by at least two-thirds of the 
members of the Committee on Responsibilities in Tax Practice 
and the Executive Committee of the Division of Federal Taxation 
by formal vote after examination of the subject matter. It has not 
been considered and acted upon by the Council of the Institute. 
This Statement is not intended to be retroactive.
Statements on Responsibilities in Tax Practice containing stand­
ards of responsibility which are more restrictive than those 
established by the Treasury Department or by the Institute’s Code 
of Professional Ethics depend for their authority on the general 
acceptability of the opinions expressed.6
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